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Corporate Tax Inversions: The New Business Strategy 
 Lynelle Fung 
Throughout the past century, with our world becoming ever smaller as a result of 
new-age technology and transportation, it has become increasingly important for 
companies to expand in the international market.  With the United States’ capitalist 
mindset in full swing, companies are becoming bigger than ever before with all eyes set \ 
on the next challenge and to outperform the competition.  With strong competitors rising 
from various countries, the different environments of operation are apparent as a result of 
each country’s regulations, tax laws, and reporting requirements.  One major discrepancy 
is that of corporate tax laws and rates.  With the United States’ use of a worldwide 
taxation system and one of the highest corporate tax rates in the world, companies 
incorporated there seem to be at a disadvantage to international competitors.  With the 
objective to avoid the high U.S. tax rates, many companies have adopted tax inversion 
and transfer pricing strategies in an attempt to level the playing field with competitors 
based in countries with a lower corporate tax rate. 
It can be argued that a company incorporated in the United States has a moral 
duty to its country to pay its fair share of taxes in exchange for the use of the legal system 
and participation in the marketplace, but with its high effective corporate tax rate and 
other tax-related legislation, the United States has created an environment that makes it 
difficult for companies to remain competitive in their respective industries.  The United 
States tax code, as applicable to Subchapter C corporations, creates a higher tax liability 
than if subject to certain international tax legislation as a result of higher tax rates, a 
worldwide taxation system, and other differences.  The creation of this liability and its 
related expense offsets revenues and therefore yields a lower net income.  Net income is 
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an important financial statistic for a corporation that is used by inside and outside users to 
rate its performance.  Along with being used as means of comparison amongst 
competitors and a symbol of financial health for creditors, it also serves its purpose to 
potential investors, can influence stock prices, and determines the amount of potential 
dividends and other such distributions available for current shareholders. 
With maximization of net income for use in company reinvestment or as 
distributions to owners as one of a corporation’s main goals, they must evaluate every 
situation for the advantages they present.  In terms of tax savings, it is obvious that 
moving one’s permanent address abroad is beneficial just by comparing corporate tax 
rates, which explains the recent popularity of the inversions.  Although this strategy helps 
to make the corporation itself appear more profitable, the ones with the most vested 
interests are the stockholders of the company.  The extent to which stockholders are 
affected negatively through tax inversions is an aspect usually overshadowed by the 
increase in the “bottom line”, but may also be explained in a different manner. 
With large companies, such as Tyco International and Aon PLC with market 
capitalizations of $14 billion and $24 billion respectively, and their assets and profits 
moving overseas, it seems unreasonable that they would be able to keep their retained 
earnings abroad to avoid taxes on repatriation and maintain good relations with their 
shareholders.  As a result of this observation, it seems that tax inverted companies may 
have found another way to bring capital back into the United States without paying the 
tax consequences.  Many refer to tax inversions themselves as “loopholes”, but it seems 
that there may be another in the avoidance of repatriation taxes through consolidation. 
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Through the use of the tax inversion strategy, former U.S.-based companies now 
have trillions of dollars trapped overseas in tax-favorable countries.  As this amount 
increases, a company must decide whether to focus its use towards reinvestment or 
distributions to shareholders in the form of dividends.  On one hand, increases in a 
company’s profitability will be felt among the shareholders, but is not necessarily 
perceived as a direct benefit.  On the other side, the payment of dividends will require the 
company to repatriate the funds, which creates a taxable transaction and nullifies the 
advantages of the inversion.  It is the belief of this author that tax-inverted companies are 
using the increase in overseas funds created by the reduced tax expense to purchase their 
own shares on the open market. 
As a result of these transactions, the foreign parent company would record an 
investment under the asset section of its balance sheet.  When the financial statements are 
consolidated for reporting purposes, though, the investment is reclassified as treasury 
stock in the elimination of intercompany transactions.  The end result is a distribution to 
the former shareholders who sold their stock and a decrease in the number of shares 
outstanding, which ultimately minimizes the amount required to use as dividends.  This 
paper will discuss the history and structure of tax inversions, the rules regarding 
consolidation, and provide research questioning the validity of this hypothesis. 
 
History of Tax Inversions 
The first inversion occurred in 1982 when Louisiana-based construction company 
McDermott, Inc. made its new home in Panama.  This move provoked a response from 
the IRS and resulted in the lawsuits Bhada v. Commissioner of the Internal Revenue 
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Service and Caamano V. Commissioner of the Internal Revenue Service.  A prospectus 
released by McDermott International stated “The principal purpose of the reorganization 
is to…retain earnings from operations outside the United States without subjecting such 
earnings to United States income tax.  This will enable the McDermott Group to compete 
more effectively with foreign companies…”1  Being the first outright plan of tax 
avoidance, the outcomes of these lawsuits took precedence over what was to come next 
in the history of tax inversions.  In conclusion of the cases, it was found that since an 
internal distribution of a parent company’s stock to its subsidiary occurred, the 
transaction didn’t qualify as an exchange of “property” under I.R.C. section 304.2  
Because of this ruling, the $0.35 per share of the 30 million shares exchanged was taxed 
at the capital gains rate instead of as dividends.3 
As a result of this loss, the IRS passed new subsections to section 1248 of the 
I.R.C. to make it more difficult for companies to adopt this strategy in the future and 
sidestep the technicalities of paying taxes on the exchange.  In hindsight, though, the 
actions that Congress took at this time, after dealing with the first of these inversions, 
could have been stronger considering the number of inversions and tax legislation 
changes that were to follow. 
Although McDermott successfully reincorporated overseas, the second company 
to move didn’t do so until 1990.  Perhaps the lawsuits and new Congress-initiated 
legislation deterred some from the messy ordeal, but not for long.  In 1990, Flextronics, 
an international supply chain solutions company, moved its base to Singapore and 
                                                
1 892 F. 2d 39 - Bhada v. Commissioner Internal Revenue Service. (1989, December 19). 
Retrieved November 9, 2015, from http://openjurist.org/892/f2d/39/bhada-v 
commissioner-internal-revenue-service. 
2 Ibid. 
3 Ibid. 
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marked the beginning of the inversion popularity.  With this new strategy becoming more 
common throughout the mid-1990’s to early 2000’s, companies such as Tyco 
International PLC and Fruit of the Loom Ltd. moved overseas.  This came to a halt in 
2002 when Congress began initiating anti-inversion bills, and officially added section 
7874 to the I.R.C. through the American Jobs Creation Act in 2004.  Again, these new 
regulations were not strong enough to end the inversion movements and it only took a 
few years for corporations to structure their moves to evade the new legislation. 
As compared with the past, companies seem to be acting with more secrecy when 
using tax avoidance strategies to avoid public ethical criticisms.  Such an example is that 
of the Burger King and Tim Hortons merger.4  Throughout the transition, Burger King 
completely denied lowering their tax bill as an intentional goal and disregarded it as a 
coincidence stemming from their desire to “grow” internationally.  Even after this 
comment, though, customers expressed their discontent by public threats to boycott the 
company and by organized attacks by groups such as the Americans for Tax Fairness.5 
Although it may have taken a few years to catch on, it seems as if the tax 
inversion strategy is here to stay, whether or not tax legislation stands in the way.  
Throughout the evolution of these strategies, one thing remains the same: the desire to 
avoid the United States’ oppressive corporate tax rate.  In 1982, McDermott, Inc. escaped 
the high 46% effective rate, but even today, at 35%, the U.S. is ranked the second highest 
in corporate income tax rates of reasonably developed countries. 
                                                
4 Wallace, G. (2014, December 11). How much will controversial inversion deal save Burger 
King in taxes? Retrieved November 9, 2015, from 
http://money.cnn.com/2014/12/11/news/burger-king-tax-savings/. 
5 Ibid. 
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In all, over 70 public companies have undergone inversions, which accounts for 
an estimated $2 trillion housed overseas.  Around 40 of these have been structured 
through inversions and the rest through spinoffs or other means, but all to countries with 
lower tax rates than the U.S.  Of these, 42 have moved in the past decade and many are 
currently in progress. 
Our world is becoming more connected through the development of technology 
and faster and more widely used transportation.  Therefore, it is inherent that corporations 
make the move to be productive and profitable on a global scale.  With revenues earned 
and invested in other countries susceptible to lower tax rates than those earned in the 
U.S., and more favorable regulations pertaining to certain industries, such as 
pharmaceuticals, moving one’s permanent address is becoming more and more attractive.  
As of now, the monetary effects of tax inversions aren’t necessarily significant, but a 
symbol of the underlying issue of the U.S. corporate tax system.  The boycott on U.S. 
taxes is increasingly becoming a spotlight issue and one that should be dealt with in the 
near future. 
 
Types of Tax Avoidance 
It is necessary to define certain terms associated with the topic at hand.  Tax 
avoidance has been defined as the “lawful minimization of tax liability through sound 
financial planning techniques…”6  The key word to note in this definition is “lawful”.  
Avoidance encompasses the use of tax avoidance strategies to structure affairs only to 
reduce one’s tax liability within the letter of the tax law.  Although many seem to find 
this controversial, according to a poll reported by Forbes, there are many tax avoidance 
                                                
6 What is tax avoidance? (n.d.). Retrieved November 9, 2015. 
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practices that are popularly accepted, such as participating in 401(k) plans and taking 
education credits.7  It is actually tax evasion that creates a legal problem.  From the case 
of Helvering v. Gregory, Judge Learned Hand said the famous quote: 
“Anyone may arrange his affairs so that his taxes shall be as low 
as possible; he is not bound to choose that pattern which best 
pays the treasury.  There is not even a patriotic duty to increase 
one’s taxes. … Everyone does it, rich and poor alike and all do 
right, for nobody owes any public duty to pay more than the law 
demands.”8 
Tax evasion is described as an “unlawful attempt to minimize tax liability through 
fraudulent techniques to circumvent or frustrate tax laws…”9  These are the cases where a 
tax liability is present, but there is an intentional failure to report accurate income, 
deductions, etc.  Tax evasion also takes in to consideration the intent of the taxpayer or 
corporation.  In the Tax Court’s Berland’s Inc. of South Bend decision, it must be the 
“principal purpose” of the taxpayer in conducting certain transactions to evade taxes in 
order to be guilty of tax evasion.10  Because of the subjective nature of “intent” and 
difficulty in providing proof, catching one in the act of tax evasion is complicated. 
According to the poll previously mentioned, although there is a distinct difference 
between tax avoidance and tax evasion, it is not necessarily seen as such in the public 
                                                
7 Thorndike, J. (2015, March 12). Tax Avoidance or Tax Evasion? There is a Difference. 
Retrieved November 9, 2015, from 
http://www.forbes.com/sites/taxanalysts/2015/03/12/tax-avoidance-or-tax-evasion-there-
is-a-difference/. 
8 Gottesman, Brian M. "Businesslawbasics.com." Legal Quote of the Week. N.p., n.d. Web. 04 
Feb. 2016. <http://www.businesslawbasics.com/legal-quote-week-learned-hand-taxes>. 
9 What is tax evasion? (n.d.). Retrieved November 9, 2015. 
10 Smith, E., Harmelink, P., & Hasselback, J. (2015). Introduction to Federal Taxation and 
Understanding the Federal Tax Law. In 2015 CCH federal taxation:… 
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eye.  Two of the more controversial forms of tax avoidance are those of transfer pricing 
and corporate inversions.  These avoidance strategies face criticism from the public 
because of their seemingly mal-intent to exploit IRC loopholes to minimize their tax 
expense, even though they are doing so through the use of legal means.  Much of the 
disapproval comes from large companies having the funds to employ tax-planning firms, 
which leaves smaller companies without these resources at a disadvantage because of 
their lack of expertise.  This goes against the idea of the American Dream where, ideally, 
there is a level playing field for all. 
Transfer pricing has been used more widely and often than inversions in the past.  
This strategy allows companies to reduce their tax liability without having to move the 
main body of the company offshore.  This popular tactic is fairly simple.  A subsidiary of 
the U.S. company is constructed in a country with favorable corporate tax rates and 
usually given intangible assets, such as patents.  After being set up, the U.S. company 
pays the subsidiary an amount to use those assets in an exchange that should comply with 
the arms-length principle11.  The trick here is that, since the assets given to the subsidiary 
are intangible and most likely difficult to value, the parent company can essentially 
choose the rate at which they use those assets.  The deal is made for a large amount, 
which is ultimately a movement of the parent company’s profits offshore.  With higher 
expenses, the United States company has a lower taxable income and can therefore 
reduce their tax expense.  On the other side, the foreign country subsidiary has a higher 
amount of income, but is taxed at the lower rate.  With more and more complex and high-
                                                
11 Transfer Pricing - Tax Justice Network. (2012). Retrieved November 9, 2015. 
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valued transfers taking place, some companies are able to save millions of dollars using 
through the use of this strategy.12 
More recently, inversions have increased in popularity in part because of the 
increased regulation and legislation regarding transfer pricing and companies avoiding 
taxes and also because of the even greater tax savings to be realized abroad.  Defined as 
“the relocation of a company’s corporate headquarters to a different country with lower 
taxes”, many view these reincorporations as an unpatriotic act with the sole intent of 
avoiding taxes.13  With the sole focus of this project on the legislation and ethics 
surrounding tax inversions, we will begin with an introduction of how they are structured. 
Tax inversions require a corporation to combine with a foreign company in a tax 
haven or to set up a new company in a favorable country.  Since the U.S. houses a 
worldwide tax system, the subsidiaries of a United States corporation are subject to its 
corporate tax rates, even if earned abroad.  An inversion attempts to circumvent this 
system by creating or acquiring a new company in a tax haven country with a territorial 
tax system.  A territorial tax system is such that income earned in foreign countries are 
only subject to taxes where earned and not responsible for paying taxes on those earnings 
in the tax “home” country.14  Therefore, the inversion places the foreign company as 
somewhat of a figurehead, which umbrellas over the current U.S. corporation and 
multinational subsidiaries.15  This way, the company is able to retain its U.S. sector of the 
                                                
12 Ibid. 
13 What is a tax inversion? (n.d.). Retrieved November 9, 2015. 
14 No Inversion is Not Unpatriotic. Yes We Need Corporate Tax Reform. (2014, August 25). 
Retrieved November 9, 2015, from 
http://www.forbes.com/sites/theapothecary/2014/08/25/no-inversion-is-not-unpatriotic 
yes-we-need-corporate-tax-reform/. 
15 Kalia, A. (2014, June 3). Tax Structuring: A Primer on Inversions. Retrieved November 9, 
2015. 
Fung 10 
business separate from its global reach in order to segregate the tax liabilities.  Although 
tax inversions have been used for many years, the increase in popularity has also 
increased the amount of feedback from the government.  Because of the negative image 
of tax inversions, there has been quite a bit of legislation passed to discourage companies 
from adopting this strategy, which has caused the structures to become a bit more 
complex than outlined here, but are addressed in the following section. 
 
Current U.S. Tax Legislation 
All U.S. businesses must pay federal taxes and most are subject to state taxes 
from a small sole-proprietorship, which is disclosed on an individual’s tax return, all the 
way up to corporations with international markets who are required to file their own 
federal returns.  For purposes of this paper, corporations or “C corps” will be 
investigated.  The name “C corps” refers to Subchapter C of the Internal Revenue Code 
that governs them and where details regarding their tax treatment can be found.  The 
business structure of a “C corp.” is that of a company whose stock is sold to shareholders 
who become proportional owners in the corporation.  Through this subchapter, a “C 
corp.” is deemed a separate taxable entity from its owners and therefore must submit its 
own tax return and pay taxes on its net income.16  About 6% of businesses in the United 
States are structured as corporations.17  C corps have the advantage of being able to raise 
capital through the sale of stock and is therefore a popular business structure amongst the 
largest companies, but they are also heavily regulated to protect the public interest. 
                                                
16 Hamel, G. (n.d.). Definition of a Subchapter C Corporation. Retrieved November 9, 2015. 
17 Knightly, M., & Sherlock, M. (2014, December 1). The Corporate Income Tax System: 
Overview and Options for Reform. Retrieved November 9, 2015, from 
https://www.fas.org/sgp/crs/misc/R42726.pdf. 
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The corporate tax structure is extremely complex, which accounts for the large tax 
consulting and preparation fees incurred by companies.  Tax rates are imposed in 
brackets, much like the individual tax rates, and start at 15% for taxable income under 
$50,000 and in brackets to end at 35% of taxable income above $18,333,333.18  Greater 
than this are two more net income brackets that feature rates up to 39%.  The phased out 
structure incentivizes incorporation because the 15% rates, which would hit most of a 
small company’s profits, is lower than the individual income tax rate that they would 
have to pay on a pass-through entity.  On the other hand, though, according to the 
Congressional Research Service, the higher rates are such that larger corporations don’t 
see the benefits of the lower brackets in the structure.19 
Additionally, there are actually a large amount of expenditures and other 
deductions allowable for corporations to change net income into taxable income.  Based 
on fiscal year 2014 results, the top 5 largest corporate deductions include the following 
expenditures and deferrals: 
1. Deferral of active income of controlled foreign corporations 
2. Deduction for income attributable to domestic production activities 
3. Deferral of gain on like-kind exchanges 
4. Exclusion of interest on public purpose state and local government bonds 
5. Deferral of gain on non-dealer installment sales20 
The greatest expense to take note of is that of “deferral of active income of 
controlled foreign corporations”.  This deferral is exactly the objective that companies 
                                                
18 Knightly, M., & Sherlock, M. (2014, December 1). The Corporate Income Tax System: 
Overview and Options for Reform. Retrieved November 9, 2015, from 
https://www.fas.org/sgp/crs/misc/R42726.pdf. 
19 Ibid. 
20 Ibid. 
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have when structuring an inversion in terms of avoiding taxes.  Using data prepared by 
the Joint Committee on Taxation, the deductions from this expense are estimated to be 
$83.4 billion.  This can be compared with the estimated $154.4 billion in corporate tax 
expenditures total for the five categories of deductions listed above21.  Therefore, the 
effect of income earned abroad accounts for over 50% of largest tax deductions for 
corporations. 
In addition to the deferral of income, corporations are also allowed a foreign tax 
credit.  This applies to all corporations (not just the ones who are incorporated outside of 
the United States) and reduces their tax liability by the amount of foreign tax paid to 
other countries22.  In this way, the U.S. system is set up to take into consideration and 
somewhat encourage the practice of earning profits abroad by not double-taxing and 
acknowledging additional expenses a company faces while doing business 
internationally. 
Although there may not be a double-taxation from the standpoint mentioned 
above, there is still a catch on foreign earnings.  The deferred income deduction may 
provide a lower tax liability at the time, but the deferral ends when the funds are 
repatriated or brought back in to the United States23.  This transfer of foreign funds into 
U.S. currency is crucial to reinvest in the American sector of the company, pay dividends 
to American shareholders, and use for everyday operations, such as paying American 
                                                
21 Knightly, M., & Sherlock, M. (2014, December 1). The Corporate Income Tax System: 
Overview and Options for Reform. Retrieved November 9, 2015, from 
https://www.fas.org/sgp/crs/misc/R42726.pdf. 
22 Ibid. 
23 No Inversion is Not Unpatriotic. Yes We Need Corporate Tax Reform. (2014, August 25). 
Retrieved November 9, 2015, from 
http://www.forbes.com/sites/theapothecary/2014/08/25/no-inversion-is-not-unpatriotic 
yes-we-need-corporate-tax-reform/. 
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workers.  Once repatriated, the income is now subject to the U.S. corporate tax rates.  
This demonstrates why it is so popular to move the entire corporation to countries with 
lower tax brackets in order to be able to reinvest and distribute funds freely without 
having to get caught up in the web of the U.S. tax system. 
Similarly, the shareholders are also struck with tax liabilities.  Whether or not the 
company is incorporated in the United States or in another country, American 
shareholders are subject to taxes on their dividends received and any capital gains that 
they realize over the course of the tax year.24  This is known as double-taxation because 
the corporations are taxed on the income earned and then it is taxed again when those 
profits are distributed to the owners. 
The income that relates specifically to tax inversions is that of capital gains.  
When a corporation undergoes an inversion, the shareholders are, in effect, selling their 
current shares and obtaining ownership in the new, foreign corporation.  As mentioned 
above, whether in the U.S. or not, shareholders are paying U.S. capital gains taxes when 
an inversion occurs.  This has the most detrimental effect on long-term shareholders 
because their cost basis is most likely the lowest, which translates to a maximized gain 
subject to the tax rate.  With this concept, it is important to note that, although 
shareholders technically have the right to vote, the individual stockowner is most likely 
unaware of the personal tax consequences of an inversion and therefore doesn’t have 
much of a choice regarding the timing or the amount of the gain that increases their tax 
responsibility. 
                                                
24 Knightly, M., & Sherlock, M. (2014, December 1). The Corporate Income Tax System: 
Overview and Options for Reform. Retrieved November 9, 2015, from 
https://www.fas.org/sgp/crs/misc/R42726.pdf. 
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As a response to the increasing trend of moving tax addresses overseas, 
Washington has been tightening the rules regarding inversions, but with the trend still 
going strong, has since been unsuccessful.  Section 367(a) of the Internal Revenue Code 
has been reevaluated many times and now mostly applies to the tax on shareholder gains.  
Today, Section 7874, which was originally introduced in 2004, provides most guidance 
regarding inversion tax issues.25 
Section 7874 provides quantifiable rules regarding the treatment of companies 
who choose to reincorporate overseas.  Based on three rules, which will be described 
below, a company may be treated as a surrogate foreign corporation, a domestic 
corporation or a foreign corporation.  A surrogate foreign corporation is one that fits 
within all of the following the rules: 
1. New foreign company acquires substantially all of the properties of the 
former domestic corporation, 
2. New foreign company’s stockholders are comprised of 60% or more of the 
former corporation’s shareholders, and 
3. New foreign company does not have “substantial business activities” 
within the foreign country, where substantial business activities are 
defined as having over 25% of employees (by person and compensation), 
assets (by value) and sales (must be in ordinary business and with 
customers who are unrelated parties) in the foreign country.26 
                                                
25 26 U.S. Code § 7874 - Rules relating to expatriated entities and their foreign parents. (n.d.). 
Retrieved November 9, 2015, from https://www.law.cornell.edu/uscode/text/26/7874. 
26 Morrison, P. (2012, August 14). Section 7874's 'Substantial Business Activities' Test-Third Set 
of Temporary Regs Issued. Retrieved November 9, 2015, from 
http://www.bna.com/section-7874s-substantial-n12884911160/. 
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If considered a surrogate foreign corporation, the firm is subject to U.S. tax on 
inversion gains for the 10 years following the move.  Inversion gains are “income or gain 
recognized by reason of its transfer of stock or other properties, and certain of its income 
received or accrued by reason of a license of property, as part of the inversion 
transaction.”27  Consequently, if classified as a surrogate corporation, the tax expense 
saved would not be as much as if separated completely from the United States, but a 
benefit may still be recognized.28 
Considering the three rules described above, a corporation is still treated as a 
domestic corporation in terms of taxes if all conditions above are met with the tighter 
stipulation of 80% of stockholders from the original domestic corporation instead of 
60%.  If a corporation falls into this category, the inversion has no impact on their tax 
liability.  They are still subject to corporate taxes on earnings and required to file a U.S. 
corporate tax return.  Since there is no time limit of domestic corporation treatment, a 
company whose inversion meets these requirements should refrain from making the 
move, unless there are other benefits besides tax avoidance, or else be considered a failed 
inversion29. 
In addition to the IRC sections referred to above, there have been other 
legislation passed to patch loopholes found in the code.  Recently, the Obama 
Administration and more specifically Treasury Secretary Jacob Lew passed regulations to 
make it even more difficult for corporations to recognize extra profits by inverting. 
                                                
27 Goldsmith, M., Friedman, R., & Broder, A. (2012, June 12). Inversion May Be More Difficult 
to Avoid. Retrieved November 9, 2015, from 
http://www.troutmansanders.com/inversion-may-be-more-difficult-to-avoid-06-12-2012/. 
28 26 U.S. Code § 7874 - Rules relating to expatriated entities and their foreign parents. (n.d.). 
Retrieved November 9, 2015, from https://www.law.cornell.edu/uscode/text/26/7874 
29 Kalia, A. (2014, June 3). Tax Structuring: A Primer on Inversions. Retrieved November 9, 
2015. 
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Hopscotching was a strategy where revenue from a company’s foreign 
subsidiary was “loaned” to the foreign parent company.  By never repatriating the 
amount, the dividends are not eligible to be hit with U.S. taxes.  The new rulings classify 
these loans as “U.S. property” and therefore create a tax liability.30 
To address the rule of new shareholders holding more than 20% of foreign 
corporations stock to avoid being labeled a domestic corporation (or more than 40% if 
avoiding being a surrogate foreign corporation), companies inflated the foreign 
company’s stock or decreased the size of their own to meet the percentage amounts.  
Under the new guidelines, though, this strategy is prohibited.31 
These rulings were a small step in the direction toward eliminating the 
inversion of corporations while encouraging Congress to pass more long-term legislation 
on the issue.  With Obama himself taking a strong stand against inversions and even 
stating publicly that he believes that companies reincorporating are “corporate deserters”, 
it is shown that this is a hot topic with a significant amount of weight behind it.32  
Additionally, many of the current top presidential candidates have been outspoken about 
tax reforms, especially concerning corporate tax rates.  The Obama Administration took a 
few measures to solve the inversion problem, but ultimately needs a long-term solution to 
the ever-growing problem. 
                                                
30 Patton, M. (2014, September 25). Will U.S. Government Succeed in Closing this Corporate Tax 
Loophole? Retrieved November 9, 2015, from 
http://www.forbes.com/sites/mikepatton/2014/09/25/congress-attempts-to-close 
corporate-tax-loophole/. 
31 McKinnon, J., & Paletta, D. (2014, September 22). Obama Administration Issues New Rules to 
Combat Tax Inversions. Retrieved November 9, 2015, from 
http://www.wsj.com/articles/treasury-to-unveil-measures-to-combat-tax-inversions 
1411421056. 
32 Gleckman, H. (2014, July 29). Are Tax Inversions Really Unpatriotic? Retrieved November 9, 
2015, from http://www.forbes.com/sites/beltway/2014/07/29/are-tax-inversions-really 
unpatriotic/. 
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Other Countries’ Tax Systems 
Ireland and Bermuda have historically been popular for tax inversions and 
transfer pricing subsidiaries because of their favorable tax treatments and low rates.  
Based on a Bloomberg Business article, these countries each house 18 previous U.S. 
companies and thus are the top two choices for inversions.  Bermuda was more popular in 
the early to mid 2000’s, whereas Ireland has become more popular in the past 5 years.  
Both of their tax structures are outlined below in order for a comparison to be made with 
the United States in subsequent sections. 
Similar to the United States’ system and many other countries, Ireland imposes 
corporate taxes on a worldwide scale, taxing income and gains earned both within their 
country and abroad.  This country holds tax treaties with about 70 different countries in 
order to avoid double-taxation, which include large countries, such as Australia, 
Germany, and the United States.33  In this regard, corporations are essentially allocated a 
tax credit for foreign earned incomes and the taxes paid to other countries. 
Deductions, like the U.S. tax system, can be used to offset income, but, in 
Ireland, certain expenditures, such as depreciation, capital expenses and business 
entertainment expenses are not deductible.34  After this calculation is taxable income.  
The corporate tax rate in Ireland is 12.5% on trading income and 25% on non-trading 
income, which includes discounts and interest.  With this low corporate tax rate, there is 
no need for a bracketed rate system as observed in the United States.  Based on the Tax 
Foundation, Ireland’s 12.5% rate is significantly below the world’s average of 22.6% and 
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still under Europe’s regional percentage of 18.6%, which is the lowest regional average.35  
So, although there are less deductions allowed, which create higher taxable income, fairly 
low expenditures in these categories and the tax rate that is around three times less than 
the United States definitely makes the move to Ireland an attractive decision. 
Another country labeled as a tax haven and therefore notorious for attracting 
transfer pricing and inversion settlement is Bermuda.  Again referring to the Tax 
Foundation survey, Bermuda is one of only around nine other countries to adopt an 
essentially 0% tax rate.  Some of the other countries include the Cayman Islands and the 
Bahamas.  Although they too have proved popular for tax-avoiding companies, Bermuda, 
as stated above, ties for first with Ireland for housing the most companies inverted from 
the United States. 
Because of their 0% tax rate, corporations (and individuals) are not required to 
file tax forms, but are rather subject to Bermuda Monetary Authority fees.  These fees are 
annual corporate tax fees and range from under one hundred dollars to over one million 
dollars for a few categories.  These fees are inflicted based on industry and, in some 
cases, are bracketed amounts for net assets or gross premium.  These fees are notably 
different from the usual taxation with no rates based on taxable income, but are fixed 
amounts only loosely related to net income.36  Companies that fall into certain industries 
must pay the fees for each category that applies to them. 
Because Bermuda has no corporate income tax, there are no full tax treaties in 
effect with other countries.  They do, however have signed tax information exchange 
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agreements with multiple countries and a limited tax agreement with the United States.  
The agreement with the United States can be split into two categories.  The first, which is 
somewhat irrelevant to this paper, applies to Bermuda-owned insurance companies who 
are relieved from certain U.S. taxes, even on revenue earned in that country.37  This does, 
however show the friendly tax relations between the two countries. 
The other component of the limited treaty is that of tax matter cooperation.  
Because it is widely known that many companies look to Bermuda for tax avoidance 
purposes, there is also some speculation as to the number of tax evasion and fraud cases 
that can be traced to that country.  In order to reduce the amount of these occurrences and 
to help discover these cases, the treaty outlines the methods of the United States to 
request information regarding transactions and such that take place in Bermuda and how 
they should go about supplying those certain documents.  The limited treaty also lays out 
the confidentiality and other handling that must be used throughout the exchange.38 
The fact that Bermuda has tax information exchange agreements with multiple 
countries and has the limited treaty with the United States shows their cooperation in 
terms of transparency and that their primary intent was not to create an environment that 
condoned tax evasion.  On the other hand, Bermuda was named on the EU tax haven list, 
which is somewhat of a black list of countries spotlighted for not doing their part in 
helping to maintain tax fairness among multinational companies.  The objective of 
publishing this list, according to The Royal Gazette, is “making sure that multinationals 
pay taxes where they generate profits, that rules in one country do not penalize others, 
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and that honest businesses don’t lose out to unscrupulous competitors.”39  In response, 
Bermuda considered its place on the list “unjustified and baseless”.40  The EU 
commission denouncing the countries on the list and the somewhat heated responses 
show the controversial nature of tax legislation on an international scale. 
 
Proposals 
Because of the increasing controversy around the corporate tax rate and 
structure in the United States, there have been many propositions, but none have been 
formally adopted yet.  In general, both the Democrats and Republicans acknowledge that 
reform is needed, but that is the extent of their agreement.  Most Democratic opinions 
tend towards negative reinforcement such as creating punishments and implementing 
more restrictions that make it difficult for corporations to structure their new parent 
company.  In contrast, Republicans advise the government to “promote American 
competitiveness, not hurt it.”41  It is clear to see these two mindsets in the following 
proposals as well as the critical opinions against them.  The following ideas have been 
suggested by various politicians and economic professionals, but are not meant to be 
mutually exclusive, but will most likely require a careful mixture of multiple 
arrangements. 
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Obama’s Proposal 
To begin, a discussion of the Obama Administration’s proposals, published 
recently in the “Greenbook” will be analyzed.  The Greenbook is more formally known 
as the General Explanations of the Administration’s Fiscal Year 2016 Revenue Proposals.  
Under this proposed plan, companies would be subject to a 19% minimum tax on taxable 
income earned in a foreign country and not repatriated.42  This takes the current 
worldwide system to a new level by imposing this tax on income that is never seen or 
touched by the United States besides being a U.S. incorporated company.  In effect, a 
company would be punished through taxes for income earned and reinvested abroad that 
essentially doesn’t affect the United States at all.  This is a prime example of the 
Democrat’s strategy of creating more punishments, which may raise revenue, but adopts 
a very negative environment. 
Additionally, there would be a 14% tax on income earned and not repatriated 
from when the company’s foreign subsidiary opened to the day that this proposal 
passes.43  This retroactive view would put many companies at a disadvantage and take 
away a lot of the gain that they received from placing funds offshore.  Although this 14% 
is more than half of the regular 35% corporate tax rate, these funds have already been 
taxed at the rates of the countries where they were earned and had a 0% obligation to the 
United States before this legislation. 
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As observed by Douglas Stransky from Forbes, corporations would most likely 
fully support this reform if connected with a major decrease in the 35% current tax rate, 
but as it is not mentioned in the publication, it is bleak that this will happen any time 
soon.  This does, though, correspond with an idea supported greatly by Republicans, 
especially current presidential candidates.  For the Republican candidates who have been 
vocal about their tax reform ideas concerning corporations, all have either offered 
lowering the tax rate or ridding it away altogether and increasing other taxes, such as 
sales tax.44 
 
Decrease the Corporate Tax Rate Proposal 
Jeb Bush, for example, has been quoted supporting a decrease in the rate to 
20% as well as a reduced repatriation rate of 8.75%.45  This might encourage more 
companies to bring funds back into the United States for reinvestment or as dividends for 
their shareholders, which will ultimately stimulate the U.S. economy instead of being 
trapped overseas.  Republican candidate Donald Trump has supported a similar idea of 
lowering the rate to 15% and having a 10% repatriation tax rate46. 
On the other side of this argument is that of reduced tax revenues.  Although 
corporate inversions are keeping money overseas and out the United States’ reach, the 
numbers may not be significant enough to warrant a decrease in the corporate tax rate, 
which will not only affect companies that have moved abroad, but all of the companies in 
the United States and all of the income earned there, which is subject to that rate.  
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Treasury Secretary Lew has said that, “even if we cut our tax rates and broaden the tax 
base, we would still need to enact anti-inversion provisions because companies always 
would find countries with near-zero rates to which they could relocate”47.  Although this 
is true, this may not be the time to underestimate the ethics of the countries moving 
abroad.  It seems that the qualms that inverted companies have with the United States 
isn’t the idea of paying their “fair share”, but more of a business strategy that is necessary 
in order to remain competitive in their respective industry. 
With both Obama and the House of Representatives having proposed tax rate 
reductions, this idea would have a significant part in a full corporate tax reform.48  This 
would make the United States a more competitive tax home for corporations and would 
simultaneously reduce the burden placed on small business that don’t have the funds to 
move overseas and hire tax professionals to structure their affairs.  The amount to which 
the rate should be reduced, though, is definitely still up for debate and would require a lot 
of professional input to reduce the negative effect on the economy. 
 
Territorial Tax System Proposal 
Another critique of the United States’ tax code is its practice of taxing funds 
earned abroad.  Based on the recent trend, most countries have moved to a territorial 
system, where a tax liability is only formed for income earned within the country with no 
repatriation rules49.  One such country that has revamped its system lately and made the 
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change to territorial rules is the United Kingdom.  Their reasoning behind the change is 
similar to what it would be for the U.S., which is to keep companies from threatening to 
reincorporate in a different country.50 
In 2008, the U.K. lost many companies because of their uncompetitive tax 
environment (which is structured similarly to what the United States has today) that put 
companies incorporated there at a disadvantage to a large part of the world.  Losing these 
high-profile companies alerted Parliament of the need for a tax reform.  The territorial tax 
came in to effect in 2009 and has since slowed down the departure of high-profile 
companies.51  In addition, the Tax Foundation claims that the total amount of corporate 
taxes received by the government has increased since the change, even though there is no 
longer a tax on foreign profits.52 
Tax professionals and economists for Forbes say that “in practice, the line 
between territorial and worldwide systems is much grayer than many believe”.53  Because 
of the complexity of structuring a tax system, it is difficult to adopt a completely 
worldwide or territorial system.  Although many countries are officially “territorial”, 
there are still elements of a worldwide system and each country is structured much 
differently than any other.  They argue that by waiting for companies to repatriate their 
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funds, as is the system today, the U.S. actually has a more territorial system than people 
give it credit for.  Even this concept can be broken down further.  Rosanne Altshuler, for 
example, is a Rutgers economist and believes that bringing money back into the United 
States in the form of distributions to stockholders should not be taxed, whereas other 
income brought in should have a minimum tax rate that is less than the full 35% 
corporate tax rate54.  Again, these proposals are most definitely not mutually exclusive 
ideas and should be incorporated proportionally to fit the determined objectives. 
Still other critics of moving towards a territorial tax system say that, since there 
will no longer be U.S. taxes inflicted on foreign income, companies will find this 
encouraging to move more profits overseas to be eligible for lower tax rates.  An 
estimated $130 billion in U.S. revenues may be lost over a decade because of the 
decreased profits that are under the jurisdiction of the U.S. corporate tax rate and the 
amount of money moved overseas55.  Even still, this proposal has merit because of its 
success in other countries and should be considered as, even if only partially adopted. 
 
Other Proposals 
On July 30, 2014, a proposal to disallow companies involved in inversions to 
have government contracts was brought to the U.S. Senate and House of Representatives.  
These contracts include the use of services or purchase of certain products for 
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government entities.  In 2012, Apple, one of the largest technology manufacturers entered 
into a government contract to provide around 4.5 million iPads to schools in the U.S.  At 
about $666 per iPad, this contract alone cost the government around $3 billion.  This 
doesn’t take into consideration their contracts for MacBook laptops or for iPhone cell 
phones and other devices used by government entities, such as the U.S. Immigration and 
Customs Enforcement Agency.56  This example is especially significant because of the 
government’s public scrutiny of Apple for avoiding taxes through an Irish parent 
company57.  If this proposal had passed, it may have cost this, and many other companies, 
a portion of their revenue, but would mostly “symbolically punish those companies who 
use tax planning techniques to avoid U.S. taxes”.58  Although this idea wasn’t brought to 
fruition, it might still be interesting to reconsider because of how significant government 
contracts are to some inverted companies. 
Similarly, in September 2014, a bill was brought to the Senate to impose an 
exit tax.  This idea is parallel to the United States’ individual tax treatment of funds 
moved out of the country.  When assets are moved, they are treated as being sold and 
then repurchased by the foreign entity59.  This way, the U.S. is able to collect capital 
gains tax as a last attempt to collect taxes before it is out of their jurisdiction.  Again, like 
the disallowance of government contracts, this idea alone will most likely not have a 
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significant effect in preventing companies from inverting, but combined with other 
punishments, may be a useful idea to revisit. 
Other proposals seek to redefine fundamental concepts embedded into the 
Code, specifically what constitutes corporate residence.  Currently, the United States uses 
a POI, or place of incorporation, rule, which bases a company’s residence on formal 
documentation (as long as they are within the guidelines outlined in previous sections).  
As Shane Zahrt points out, corporate inversions are all dependent on this rule60.  Another 
way of defining residence can be on a RS, or real seat, basis.  Under this definition, 
components, such as location of headquarters, employees and assets are taken into 
account.  Some companies may be able to move most of their functions offshore, but 
many may not be able to or want to go through the process of meeting these stricter 
guidelines.  This proposal would not provide full dissuasion from inverting, but it could 
be a good short-term deterrent until other legislation is passed61. 
 
How Inversions Affect the Corporation and Users 
In accounting theory, it is important to take into account the three types of parties 
impacted, namely the enterprise, the auditor and the outside users, as well as the three 
perspectives that should be considered from these points of view.  Tax inversions are an 
all-encompassing decision for a company that directly affects management, the board of 
directors, the employees and the shareholders.  In addition, other companies in the 
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industry are affected, as well as regulatory bodies that seek to level the playing field by 
eliminating loopholes and other unfair advantages. 
In terms of the enterprise, all areas of the business are affected when a company 
decides to invert.  In order to meet the requirements for avoiding U.S. taxes, a large 
portion of the company’s activities and physical presence must be moved to the inverted 
country.  Therefore, an inversion could displace all levels of workers, from first-year 
employees to high-level management.  Top executives are part of a company’s internal 
corporate governance system, which makes the major decisions for the company.  Having 
them move to a new location with a different culture and business and political 
environment could have long-term effects on the company.  For example, a company in 
the United States may make decisions based on movements in the United States’ stock 
market or as a result of certain regulatory rules, whereas the same company in a different 
country would not be affected by these factors, but would make decisions based 
legislation in the inverted country. 
Similarly, because tax inversions are such an intensive strategy, every decision 
following that of changing the corporation’s address will be different.  Maintaining the 
percentage of activities conducted to keep the overseas tax rate requires a lot of 
strategizing as do fulfilling all of the other requirements.  Certain ventures moving 
forward may not be able to be explored because of legal restrictions or lack of resources 
in the new country.  One misstep could lose the company its tax advantage at the high 
cost of structuring the inversion.  Each plan of action following an inversion must be 
carefully analyzed and looked over by legal professionals to ensure compliance. 
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Tax inversions also affect general corporate governance, which is the U.S. 
government and its regulatory bodies.  Because of the recent increase in the tax inversion 
strategy, the U.S. is losing cash inflow that is usually collected through tax revenue.  This 
has caused an increased focus by politicians and regulators on closing the loopholes that 
allow for this in the tax code.  Its presence in the recent presidential election shows its 
significance. 
Another perspective of the enterprise to be considered is that of the accounting 
influences.  The accounting area of a company corresponds directly with its financial 
success, which is shown through financial statements.  This, of course, is the main reason 
for the inversion.  By minimizing one’s tax expense, which is reported on the income 
statement, net income will be higher.  Having more positive reports will affect the 
success of the company because of the favorable outside view of the financial statements 
from investors, creditors, and others.  Having higher net income, being able to raise more 
capital as a result of these positive financial statements, and having an increase in sales as 
a result of favorable reputation allows the company to grow through increases in stock 
dividends or reinvesting in new products or services.  On the other hand, tax inversions 
could affect outside users negatively with unexpected capital gains taxes, inability to 
compare amongst competitors because of the differences in country regulations, and 
reporting rules, etc. 
As described briefly under “Current U.S. Tax Legislation”, shareholders are faced 
with the brunt of the tax liability when the company first reincorporates overseas.  
Without participating actively, the shareholders, in effect, “sell” their shares of the 
acquired company and “buy” stock in the newly formed corporation.  Throughout this 
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process, no money is exchanged, but the shares of the new company are distributed 
amongst the existing stockholders.  Even though a “normal” sale of old and purchase of 
new shares does not take place, the IRS sees this exchange as a taxable transaction.62  The 
tax liability that occurs for individual shareholders with respect to this transaction is that 
concerning capital gains.  A capital gain is realized when “a capital asset is sold or 
exchanged at a price higher than its basis”.63  The controversy arises with a liability being 
passed onto the stockholder without their active participation in the changes occurring.  
In effect, the company making decisions that benefit the company as a whole might have 
a positive effect on value of shares, but can also create a tax liability for the shareholders 
on an individual basis. 
The role of a stockholder when it comes to the corporate hierarchy is that of an 
owner with certain rights regarding the receipt of dividends, voting on relevant issues, 
and electing the members of the Board.64 By having a financial stake in the company and 
sharing in the risks and rewards of participating in the industry, shareholders want their 
firm to be successful.  Because shareholders make up a large percentage of financing, one 
of the corporation’s main objectives is to keep their shareholders happy by making 
decisions that will push the company to be more competitive and successful.  This puts 
the company and shareholders on the same page as their goals are positively correlated. 
For those shareholders who are non-profit entities, such as universities, capital 
gains taxes don’t apply.  When the transaction occurs, they simply receive stock under a 
new company name without a change to their personal liability.  The same applies to 
                                                
62 Williams, Roberton. "One Downside Of Inversions: Higher Tax Bills For Stockholders." 
Forbes. Forbes Magazine, 20 Aug. 2014. Web. 28 Feb. 2015. 
63 Capital Gains and Dividends: How Are capital gains taxed?" How Are Capital Gains Taxed. 
Tax Policy Center, n.d. Web. 28 Feb. 2015. 
64 "Role Owners Corporate Hierarchy." Hierarchy Structure. N.p., n.d. Web. 28 Feb. 2015. 
Fung 31 
those who hold their shares with respect to a retirement plan.  For individuals, though, 
who are assigned new shares of stock at a higher price than they originally bought it for, 
they now have a liability to the IRS. 
Because this taxable transaction takes place without the active participation of the 
stockholder, they may be unaware of the impending responsibility to the IRS as tax on 
their capital gains.  As one stockholder puts it, “…these deals force me to act like a 
seller…” which shows that the changing stock might not be the decision that the 
stockholder wants made for them.65  In general, as stock prices tend to rise over time, 
long-term stockholders usually have the largest tax liabilities because they have the 
biggest changes in price as compared with the original basis.  Higher income earners also 
tend to have to pay more taxes because of the tax bracket that they are in.  Low and 
moderate-income earners, who are in the 15% bracket or lower, don’t have to pay taxes 
on capital gains.  Those who are high income earners, though, are subject to 20% rates as 
high as 25% rates when they reach the itemized deduction limit and they are eligible for 
the investment tax ($200,000 for individuals and $250,000 for couples).66  Based on an 
article by “My Budget 360”, only about 53% of Americans have money in the stock 
market.  If we assume that only the top 47% own stock (which, granted, is a big 
assumption), the numbers only reach from upper class to the upper parts of the middle 
class67.  Based on an approximate socioeconomic scale and the 2014 tax brackets, the 
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majority of the shareholders that we have assumed fall into the 25% bracket or higher.68  
Therefore, as a result of an inversion, most of the shareholders affected will be hit by this 
high liability.  As a result, stockholders have to come up with the cash to pay taxes for a 
transaction that they might not even approve of. 
In many cases, executives of a firm are among the stockholders who own the 
biggest shares of the company, especially with regards to their compensation options.  As 
a result of a Congressional attempt to stop tax inversions in 2004, stocks held by 
executives became subject to the same capital gains tax as their shareholders.69  The 47 
inversions that have occurred, though, after this legislation was passed, show how 
unsuccessful this attempt was by the adoption of a reimbursement strategy for executives.  
As a result, this legislation has been seen as a failure as it only increases the amount of 
executive compensation, which is a different issue entirely.  The pharmaceutical and 
medical device company, Medtronic, will spend around $63 million to pay the 
executives’ individual taxes and other companies offer to pay taxes plus a bonus for the 
executives’ “trouble” and to encourage them to remain with the company.70 
Even still, companies see these expenses as necessary investment for their future.  
In many companies, executives come out of an inversion with a net gain through the 
company’s decision to pay all of their expenses plus some.  It seems unfair, though, that 
the stockholders don’t receive any financial support from the company to fulfill their 
obligations to the IRS.  In the words of one taxpayer, they will not keep their investment 
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in a company that undergoes an inversion because “the company has already proven that 
it will put its interests ahead of mine”.71  The company itself is more profitable as “tax 
savings flow directly to profits” and executives don’t have much to lose as all of their 
costs of the move are covered. 72 
Unfortunately, it is the current shareholders who draw the short end of the stick, 
especially those who have held their shares the longest and are penalized the most.  
Chuck Jaffe, a common stockholder who writes for MarketWatch says that, “I simply 
prefer to invest in companies that I admire and businesses I want to own, with boards that 
treat me with respect…and an inversion proves to me that it can’t – I want no part of 
it”.73 
 
Repurchase Strategy Theory 
As a result of dissatisfied shareholders, both from a tax liability and personal 
opinion standpoint, the reputation of a company frequently comes under fire when the 
possibility of an inversion is announced.  One extreme example of this is Walgreens.  
After an acquisition, Walgreens announced that it would move its headquarters to 
Europe, but was met head-on with negative public sentiment.  Being labeled as a 
corporate tax deserter combined with the shareholder’s realization that all of their 
investment’s funds would be trapped overseas brought about a dramatic decrease to their 
stock prices.  After deliberation, Walgreens decided to walk away from the inversion plan 
                                                
71 Jaffe, Chuck. "Tax Inversions Can Be Bad for Shareholders - and for America." MarketWatch. 
N.p., 17 Aug. 2014. Web. 28 Feb. 2015. 
72 Walia, Hardeep. "Investing in Tax Inversions: A 25-stock Index." CNBC. N.p., 22 Aug. 2014. 
Web. 28 Feb. 2015. 
73 Jaffe, Chuck. "Tax Inversions Can Be Bad for Shareholders - and for America." MarketWatch. 
N.p., 17 Aug. 2014. Web. 28 Feb. 2015. 
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and stay incorporated in the United States.74  Just from this example, it can be seen that 
public opinion as a whole, along with that of its shareholders, can have a big influence on 
the ultimate success of that firm. 
With regard to the thesis of this paper, companies would most likely attempt to 
appease their shareholders as much as possible following an inversion.  Much of the 
scrutiny that is made by the general public is that of taking dollars away from the United 
States’ job market and overall economy, so bringing the money back into the United 
States would, overall, be to their best interest.  As mentioned earlier, though, this is more 
difficult than it seems with repatriation laws in play. 
With companies spending a great amount of time and money structuring 
inversions, they could most definitely find “loopholes” in the repatriation laws to transfer 
capital back into the United States without being subject to the 35% rate.  One possible 
scenario is that of the foreign parent company purchasing shares of the United States 
subsidiary on the U.S. stock market. 
When this transaction occurs, technically, the parent company would debit an 
investment asset on its balance sheet.  Because the foreign parent corporation owns a 
controlling interest in the United States’ subsidiary, it is required to consolidate its 
financial statements for United States’ filing.  Consolidation is a process that nets the 
financial statements of two or more entities into one comprehensive report.  In general, 
the majority of the consolidation process includes the combination of accounts and 
elimination of intercompany transactions.  In combining accounts, for example, cash and 
cash equivalents from both the parent and subsidiary are added together for the amount 
                                                
74 Drawbaugh, Kevin. "When Companies Flee U.S. Tax System, Investors Often Don't Reap Big 
Returns." Reuters. Thomson Reuters, 18 Aug. 2014. Web. 28 Feb. 2015. 
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reported on the consolidated statement.  This process is completed for all other balance 
sheet, income statement, and statement of cash flow items, along with any other financial 
statements that may be used. 
The second step is the elimination of intercompany transactions.  These refer to 
the transactions between the different entities operating under a parent company.  An 
example includes that of the sale of inventory between subsidiaries or between a 
subsidiary and the parent company.  Since each entity keeps track of its own financial 
records before they are consolidated at the end of the year, the preliminary reports will 
show that one entity is in debt to another.  In consolidation, though, this should be 
eliminated because the company as a whole will not have a liability to itself. 
The same concept holds true for consolidation of investments.  Investment in a 
subsidiary should not be reported as an asset on the balance sheet because there is no 
substance to the asset.  Since the financial statements are consolidated, an investment in 
oneself should not be reported.  This stock, therefore, would be found under treasury 
stock repurchases since, in essence, the parent company, which encompasses its 
subsidiaries, bought back its own stock.  Therefore, for financial reporting purposes, this 
transaction is seen as an increase in treasury stock.  In reality, though, the parent 
company has bought shares of the subsidiary on a U.S. stock exchange from what are 
most likely U.S. shareholders.  In the eyes of the IRS, this would be a foreign company 
investing in a U.S. company, which does not create a taxable transaction at the purchase 
and from the standpoint of the U.S. shareholders, the company is able to bring its profits 
back into the United States and distribute to shareholders in the form of repurchases.  
Although this idea may be sound in theory, the original research in this paper will attempt 
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to determine if this is a strategy adopted by companies who have undergone inversions 
through the use of analysis testing. 
 
Research 
The lack of unrest amongst shareholders regarding the assets of their investments 
being moved overseas has lead me to believe that tax inverted companies may have 
discovered a way to bring the funds back into the United States.  The strict repatriation 
rules would make it difficult for capital to return without being subject to taxes, but, by 
purchasing the common stock of the company on a U.S. stock market, the investment 
would eventually be reported as a repurchase of treasury stock on the consolidated 
financial statements.  To test the validity of this thesis, data from the financial statements 
of 13 tax-inverted companies will be examined in 3 graphical and statistical analysis 
tests. 
The companies included in this study were examined for their 10-K data for three 
years prior and three years following (including the year of) the inversion in order to see 
trends in the data over the time period surrounding the date of inversion.  Therefore, the 
number of companies in the sample was limited to those that reincorporated before 2013 
and that had their 10-K SEC filings available for the six years in question.  The horizontal 
headings of the data are attributed as follows: 
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Additionally, the year provided adjacent to the company name in the top left 
corner of the table is the year of inversion for reference purposes only.  The analysis of 
companies will be based on the number of years before and after the inversion.  The 
vertical headings are the same for each company and outline the data that will be used in 
the subsequent analysis.  The values seen in the tables were collected from official 10-
K’s filed to the SEC.  The raw data tables can be found in Appendix I. 
 
Test #1 
Method and Hypothesis 
For the first test, the change in cash outflows for treasury stock repurchases before 
and after the inversion date was evaluated.  Dollar amounts, as opposed to number of 
shares, were used in order to avoid any complications deriving from stock splits, etc.  The 
data was extracted from the tables above and organized into a line graph in order to best 
display the change over time.  Although each company’s stock repurchase price differs, 
the focus of this graph is to show the overall trend and not necessarily to emphasize the 
-3 Third year before tax inversion 
-2 Second year before tax inversion 
-1 Year before tax inversion 
0 Year of tax inversion 
1 Year after tax inversion 
2 Second year after tax inversion 
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individual values.  A second graph excluding certain companies is provided solely for 
graphical clarity. 
Based on the thesis described above, it is expected that there will be an increase in 
the amount of cash flows used for stock repurchases after the year of inversion (year 0) as 
opposed to previous years.  A strong correlation, though, is not expected because of the 
various strategies and financial situations of the companies in the sample.  The tendencies 
of the amounts used for stock repurchases before and after the inversion may be volatile, 
but it is anticipated that the maximum dollar amount used and the greatest increase 
between years will occur between years -1 to 0 and 0 to 1. 
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From the graphs given above, at first, it may be difficult to determine a pattern 
because of the great variability of values, but upon further inspection does provide some 
evidence to support the hypothesis.  Eaton spikes dramatically by increasing from $0 to 
$650 million in stock repurchases from year 1 to year 2 and Transocean has measurable 
repurchases in year 1, but has no repurchases for all other years in question.  It is 
necessary to note that Everest Group, Ingersoll-Rand, and Arch Capital Group all spike 
around the year of inversion, which is also the same time period that Tyco shows its 
greatest increase in outflow for repurchases.  These observations in themselves attest to 
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the theory that treasury stock repurchases increase in the year of or the years following 
the inversion as a result of bringing funds back into the United States to distribute to 
shareholders.  This doesn’t apply to all companies, though.   Rowan and Weatherford 
experience their peak dollar amount of repurchases in the years before the inversion, but 
these two don’t nullify the evidence of the pattern provided by the others. 
Because treasury stock repurchases in dollar amounts seemed to lack conclusive 
results, treasury stock repurchases as a percentage of total commonstock outstanding is 
provided.  This should allow clearer analysis of the data and determine if a higher 
percentage of outstanding commonstock is repurchased after the year of the inversion, 
which is the result that is expected. 
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In this graph, it is more obvious that a majority of the companies bought back a 
higher percentage of their total shares outstanding in the year of or the years following 
the inversion.  Everest Re Group, White Mtn, and Arch Capital all have peak percentages 
in year 0, while Aon, Ingersoll-Rand, Eaton and a few others have max percentages in 
year 2.  This provides a considerable amount of evidence in favor of the thesis as a large 
percentage of shares being bought back after the inversion year shows that money is 
being distributed to the shareholders even after the funds have moved overseas. 
In an effort to view the data in a different light, statistical analysis tests were 
examined to find the right fit for this data.  Firstly, to choose the correct test, normality 
must be determined.  To do this, a normal probability plot was constructed and a Shapiro-
Wilks test conducted. 
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As seen by the normal probability plot above, the data points (depicted in red) do 
not follow the shape of a normal distribution (depicted in green).  If the points were to 
trace the normal line, it could be argued that the distribution itself is also normal, but in 
this situation, there does not seem to be any correlation.  This is furthered by the Shapiro-
Wilks test, which is a common statistical analysis tool used to convey the normalcy of a 
distribution in samples of sizes 3 to 2,000.  In this test, the null hypothesis (H0) is that the 
data can be modeled by a normal distribution.  The test, via an online system, yielded a p-
value of <.001.  A common p-value threshold is greater than .05 to fail to reject the null 
hypothesis.  Therefore, because of the low p-value, the null hypothesis is rejected and it is 
concluded that this distribution is not normal.  As a result, non-parametric tests should be 
used to analyze the data. 
The Wilcoxon / Kruskall – Wallis test is a test for non-parametric distributions to 
“determine if there are statistically significant differences between two or more groups of 
an independent variable”.75  The three years before and the three years after the date of 
inversion were combined to create the two groups, namely “before” and “after”, to be 
compared.  Similar to the original hypothesis, it is expected that there will be a significant 
difference between the two categories because treasury stock repurchases would have 
increased in the later years. 
In this test, the null hypothesis (H0) is that there is not a considerable difference 
between the “before” and “after” groups (shown in the chart as “-1” and “1” respectively) 
or, in other words, that the distributions are the same.  As seen by the test results below, 
the p-value associated with the chi-square approximation is .4953.  If this value is greater 
                                                
75 "Kruskal-Wallis H Test Using SPSS Statistics." Kruskal-Wallis H Test in SPSS Statistics. Laerd 
Statistics, n.d. Web. 09 Feb. 2016. <https://statistics.laerd.com/spss-tutorials/kruskal 
wallis-h-test-using-spss-statistics.php>. 
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than .05, then there should be a failure to reject the null hypothesis.  This gives the 
conclusion that, based on the Wilcoxon / Kruskall – Wallis test, there is no significant 
difference between treasury stock repurchases before and after the date of inversion.  This 
result is surprising and provides some evidence against the hypothesis, but should also 
take into account that with a .05 p-value, there is 95% certainty that these values could 
not have occurred by chance, which may be too strict for this test. 
 
 
 
 
 
 
 
 
 
 
 
 
 
In an effort to see the data from a different perspective, the change in amount of 
cash flows for treasury stock repurchases between years was calculated and is presented 
in the table and graph below. 
 
-3 to -2 -2 to-1 -1 to 1 0 to 1 1 to 2 Max Change
Stratasys 0 0 0 0 0 N/A
Eaton 0 343000000 -343000000 0 650000000 1 to 2
Everest Re Group Ltd. -6267000 16710000 78888000 -80125000 -16426000 -1 to 0
Rowan 0 125013000 -125013000 0 0 -2 to -1
Ingersoll-Rand 99400000 -84500000 -48800000 -72500000 355900000 -3 to -2
Xoma 0 0 0 0 0 N/A
White Mtn. Insurance 37400000 -83900000 119700000 -130700000 -6900000 -1 to 0
Tyco 0 0 227700000 78200000 -113600000 -1 to 0
Transocean 0 0 0 240000000 -240000000 0 to 1
Argo Group 0 0 0 5100000 -5100000 0 to 1
Arch Capital Group -112000 17000 59312000 -59367000 -48000 -1 to 0
Weatherford Int. -3904000 -122000 2503000 -84000 -1383000 -1 to 0
Aon -340000000 578000000 297000000 -23000000 1148000000 1 to 2
Amount Increased Between Years
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Although Eaton and Aon’s data seems to vary dramatically between years, the 
focus of the first graph is on the trend of the data, rather than the exact amount of change.  
As summarized in the tables below, the time period between years -1 and 0 had the 
highest frequency and the greatest increase of cash outflows.  Six of the thirteen 
companies increased in this time period, which amounts to 46%.  Furthermore, when 
taking into account the companies for which this data was inapplicable the numbers 
increase to six out of eleven companies or 55%.  The same period, year -1 to year 0, 
showed the greatest increase in repurchasing outflows for five out of the thirteen 
companies.  Additionally, three out of the give time intervals had positive averages 
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among all companies with year 1 to 2 having the highest increase, which most likely 
accounts for the huge spike in Eaton and Aon’s repurchase amounts. 
 
Year Range 
 Number of Companies with Greatest Increase in this Year 
-3 to -2 1 
-2 to-1 1 
-1 to 0 5 
0 to 1 2 
1 to 2 2 
N/A 2 
 
 -3 to -2 -2 to-1 -1 to 0 0 to 1 1 to 2 
Average $(16,421,769) $68,786,000 $20,637,692 $(3,267,385) $136,187,923 
Countif 
positive 2 5 6 3 3 
 
The maximum amount used for the repurchase of treasury stock over the 6-year 
period for each company is summarized below along with the year that it occurred.  Only 
two companies, Rowan and Weatherford, had their max years before the inversion, 
whereas nine occurred afterwards.  The average year of maximum outflows is 0.45.  
These observations somewhat support the hypothesis that the most capital was used after 
the inversion to buyback stock as compared with years prior to the event, but represent 
maximums as opposed to increases that are described above.  What this doesn’t take into 
account is the decrease in the average cash outflows in year 0 to year 1. 
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Results 
Based on this first test of comparing repurchase outflows over the 6-year period 
before and after the inversion, there seems to be a fair amount of evidence showing that 
stock repurchases increased or at least peaked after the year of the inversion.  Although 
the data is a bit volatile for some of the companies, there does seem to be an overall 
increasing trend among the companies used.  After analyzing this data, it was determined 
that, although treasury stock repurchases seemed to increase, there was no confirmation 
that its main objective was to provide distributions to its shareholders.  With the 
assumption that an inverted corporation’s net income would increase because of their 
smaller tax provision, companies may have excess funds that are currently not needed 
and are therefore used to buy back stock in order to increase the earnings per share, 
reduce the total amount to be paid in dividends in the future, or other similar intentions.  
This objective is the same as any company with excess cash might have, whether inverted 
or not.  Therefore, although treasury stock repurchases were higher in the years following 
 Maximum Max year 
Stratasys: 2012 $- N/A 
Eaton: 2012 $650,000,000 2 
Everest Re Group Ltd.: 1999 $96,551,000 0 
Rowan: 2012 $125,013,000 -1 
Ingersoll-Rand: 2001 $355,900,000 2 
Xoma: 1998 $- N/A 
White Mtn. Insurance: 1999 $139,500,000 0 
Tyco: 1997 $305,900,000 1 
Transocean: 1999 $240,000,000 1 
Argo Group: 2007 $5,100,000 1 
Arch Capital Group: 2000 $59,415,000 0 
Weatherford Int.: 2002 $4,226,000 -3 
Aon: 2012 $2,250,000,000 2 
AVERAGE  0.45 
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the inversion than preceding it which supports the hypothesis, there may also be other 
reasons for this change. 
 
Test #2 
Method and Hypothesis 
The second test conducted used data regarding total dividends paid, as well as 
dividends per share.  Similar to the first test, the data was gathered from the raw 
information and constructed into line graphs to show the difference in time over the 
years.  There are limitations placed on this test because of the decision of 4 of the 13 
companies to not pay dividends over the time span of this test.  Additionally, there are 
certain years for the remaining companies where dividends were not paid.  A table of 
average dividends paid and dividends paid per share and the percentage increase between 
years was also constructed.  The line graphs and tables are given below. 
Because of the repatriation rules described throughout this paper, the amounts 
paid out as dividends after the year of inversion should be minimal.  With the purpose of 
the reincorporation to avoid U.S. taxation, it seems that an increase in the amounts 
distributed to shareholders, most of which reside in the United States, would nullify the 
inversion benefits.  It is expected that beginning in year 0, there will be a considerable 
decrease in the amount paid by firms as dividends. 
Based on the original hypothesis stated in the first test, if treasury stock 
repurchases increase, then a decrease in amount of shares outstanding would increase the 
dividends per share, even while the total dividend amount paid remains stable.  Since the 
first test was inconclusive regarding an increase in stock buybacks, this may not be the 
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case, but dividends per share could be expected to decrease solely from the assumption 
that total dividends paid will decrease after the year of inversion.  Therefore, the 
percentage change between years would supposedly be negative. 
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 Average Total Avg % Change 
-3 $46,889,769  
-2 $50,882,769 8.52% 
-1 $62,798,231 23.42% 
0 $69,940,000 11.37% 
1 $112,192,923 60.41% 
2 $159,553,462 42.21% 
 
 Avg Per Share Avg % Change 
-3  $0.71   
-2  $0.26  -63.96% 
-1  $0.39  54.32% 
0  $0.53  34.47% 
1  $0.37  -29.90% 
2  $0.50  34.91% 
 
Results 
By the table above, it is clear to see that there are consistent increases in the total 
amounts paid out as dividends as the average percentage change between years is positive 
for all 6 years.  This is surprising, especially the 11.37% and 60.41% increases in the year 
of and year after inversion respectively.  Based on the hypothesis, the amount of 
dividends should have decreased or, at the very least, stayed somewhat uniform over the 
years since the amounts brought back into the United States would be taxed at the 35% 
corporate and then taxed again by the individual shareholder as a dividend.  The 
significant decrease that was expected was actually a substantial increase. 
Dividends per share have also generally increased over time, but have major 
decreases in years -2 and 1.  The individual companies seem to display an overall positive 
trend, aside from Eaton and White Mtn Insurance.  This outcome supports what was 
originally hypothesized, but not for stock buyback reasons.  The increase in total amounts 
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paid out as dividends explains the increase in stock dividends per share, but does not 
account for the years of decrease. 
The Management’s Discussion and Analysis (MD&A) sections of the 10-K 
reports don’t provide much detail as to the reasons behind the increase in dividends paid 
other than the number of shares, the amount used in the transaction, and how these 
numbers differ from previous periods.  Therefore, it is difficult to understand the 
reasoning behind these actions.  It is, however, mentioned in the Disclosures of Market 
Risk section that, as a result of their reincorporation, the firm may be considered a 
Controlled Foreign Corporation, which would produce a tax liability for their 
shareholders as discussed in previous sections.  With this information, it may also be 
concluded that the objective maintaining or increasing the amounts used for dividends 
could be to “reimburse” shareholders for this liability, which some companies already do 
for their executives.  Although it was expected that dividends paid would decrease, there 
may be other reasons that a company would accept the payment of the repatriation tax, 
such as keeping up a certain reputation with shareholders. 
 
Test #3 
Method and Hypothesis 
The third test analyzes the change in tax liability and effective tax rate over time 
and then relates treasury stock repurchases to the change in tax liability.  To apply this 
test, the data relating to stock repurchases, tax liabilities, and effective tax rates for the 6-
year time period were assembled.  Line graphs were constructed for each of the above 
categories of data in order to clearly display the change over time.  These graphs for total 
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tax liability and effective tax rate are displayed below along with a graph of treasury 
stock repurchases, which is the same as provided above.  It should be noted that for the 
effective tax rate graph, Arch Capital is disregarded as a high outlier.  In its year of 
inversion, Arch Capital had accumulated tax liabilities so, even though its net income 
before taxes was relatively small, all of their year 2000 tax liability came from a previous 
deferral. 
As a result of the tax inversion occurrences in year 0, it is expected that, during 
this year, the tax liability and more importantly, the effective tax rate will decrease 
significantly and then remain relatively stable over the remaining years.  As a result of 
the increase in retained earnings assumed from the decrease in tax liability, the data may 
show a negative correlation between the tax liability and stock repurchases in the years 
following the inversion.  The thesis of this paper, insinuates that the decrease in tax 
liability will be attributed to an increase in stock repurchases for the purpose of moving 
capital back into the United States through a repurchase strategy. 
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Results 
There is not a strong downward trend in year 0 as was expected from the year of 
the tax inversion. With the purpose of the inversion to decrease the tax liability and 
maximize net income, this outcome is not what was predicted.  Perhaps, similar to the 
situation with Tyco, companies underwent mergers as part of their inversion structure, 
which caused an overall increase in tax expense and had a diminishing effect of the 
inversion. 
To combat the limitation of the total tax liability graph, the effective tax rate 
should be analyzed.  The effective rate data is more meaningful than total tax liability 
because of its standardization over time and among the companies in the sample.  
Although it was predicted that the year 0 data should show the strongest downward trend, 
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it seems like the graphs indicate this as year 1.  Since the tax inversions occur in year 0, 
there are probably residual tax consequences to be handled before year 1, which 
symbolizes the first full year of the inversion.  Based on the data above, the effective tax 
rate does seem to have a downward trend with most of the change occurring in year 1. 
Although there is an overall decrease in the effective tax rate among the 
companies, the values still seem rather high.  With the majority of companies in this 
sample reincorporating in Bermuda, where there is a 0% effective tax rate, the actual 
values seem to be significantly higher than this, granted there may still be a tax liability 
attributed to revenues earned in other countries. 
As mentioned previously, the total tax liability didn’t decrease as much and the 
stock repurchases didn’t increase as much as anticipated.  Therefore, it is difficult to 
conclude a cause and effect relationship between the two.  In an attempt to further break 
down the data a linear regression was executed and the following graphs were 
constructed.  It is necessary to note that with the small amount of data available and the 
lack of linearity, this data set does not meet the assumptions of a linear regression, but are 
useful solely for graphical purposes in this paper. 
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The data displayed in this manner shows an obvious change in tendencies 
between treasury stock repurchases and change in tax liability before and after the 
inversion.  Although, as stated before, the usefulness of these diagrams are limited, it is 
interesting to see the increase in slope of average repurchases, while that of average tax 
liability decreases and becomes negative beginning in year 0. 
In all, the research conducted in this paper is inconclusive.  The results found 
from the various tests neither affirmed or rejected the hypothesis.  The data that was 
obtained seemed to provide some support to the hypothesis that treasury stock 
repurchases increased over time, but not enough to infer causation from the inversion.  
There were many surprising results, including the overall increase in total dividends paid 
and the lack of a sharp decrease in tax liability after the inversion date.  These could be a 
result of residual liabilities or other affairs that needed to be put in order before “real” 
results of the inversion could be clearly seen. 
 
Areas for Further Research 
As mentioned in the sections above, there were restrictions to this research that 
were met because of the intentional limits placed on the data and because of the general 
trend of inversions themselves.  Because of the 6-year time bracket that was studied, only 
13 companies qualified for and had information available for testing.  Those who inverted 
in the years 2013, 2014, and 2015 were not eligible for use in this research.  In order to 
obtain more meaningful data, it would be beneficial to reapply these tests in the future 
when there are more eligible corporations from which to obtain information.  With an 
increasing number of inversions occurring per year, trends among companies will most 
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likely be more common and therefore easier to distinguish.  Also, with a greater number 
of companies to draw information from, patterns will be more apparent in the data.  
Additionally, when the information is available, using data over a longer time period may 
also be helpful.  With the greater spread, it will be clearer to see the long-term results of 
the avoidance strategy and give a better idea of the aftereffects of the inversions. 
As the data obtained from the tests above was inconclusive, there are many 
opportunities for further research on this subject.  Another statistical test that may be of 
interest is that of comparing the issuance of bonds over time.  According to one theory, 
foreign companies can issue bonds in the United States at low tax rates by using their 
overseas funds as collateral.  The money that is “trapped” overseas can technically be 
repatriated to pay off the bonds, but in this way, they are able to receiving funding 
without paying taxes for use as distributions, etc.  The interest rates that are paid on these 
bonds are tax deductible.  Corporations who earn interest income overseas, which is 
considered passive income, are still obligated to pay U.S. taxes, which means that it can 
be used in the U.S.  The theory states that if a company is paying interest on bonds in the 
U.S., then they can use that tax deduction to offset the tax liability formed by earning 
interest income overseas.  Through the use of this method, corporations are able to 
increase their capital in the United States through bond financing and repatriated interest 
income with little tax consequences.76  By comparing bonds payable amounts over time, 
would provide evidence regarding this theory. 
                                                
76 Freed, Dan. "How U.S. Corporations Use Overseas Cash in U.S. Without Paying Taxes." The 
Street. N.p., 23 Feb. 2015. Web. 04 Feb. 2016. 
<http://www.thestreet.com/story/13053211/1/howus-corporations-use-overseas-cash-in-
us-without-paying-taxes.html>. 
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Besides statistical analysis, other methods regarding this subject could also shed 
light on tax-inverted corporations’ repatriation strategies.  Although from most 
explanations, it seems that capital moved and earned abroad are impossible to bring back 
into the United States without voiding the purpose the inversion, but in reality, as seen by 
the thesis of this paper and the one provided above, there are many other methods that 
could be studied.  By speaking with tax professionals and doing more research, more 
theories could be developed and tested.  Because of the small number of companies that 
have actually undergone inversions, it may be that trends have yet to surface.  It may 
even be that the companies moving abroad are not concerned with repatriating their 
profits and are looking more to expanding in the international market. 
 
Conclusion 
Although the number of companies inverted and tax revenue lost are not 
significant, the increasing trend of extreme tax avoidance strategies identifies a major 
downfall in the United States’ tax code regarding C Corporations.  By not allowing U.S. 
companies to have advantages comparable to foreign companies, the government is 
creating an environment that is not conducive to the firm’s success.  The weight of the 
U.S. corporate tax rate causes these companies to take drastic measures to improve their 
bottom line.  The research conducted in this paper is inconclusive as to how funds are 
being repatriated, but it is clear that corporations are finding ways around these laws 
and/or keeping their profits overseas.  In each case, the U.S. is missing out on trillions of 
dollars that could be circulating and strengthening the economy. 
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It has been argued that by avoiding U.S. taxes, companies are making a legal, yet 
unethical move.  On the other hand, though, it seems that the U.S. government has also 
acted immorally by creating such oppressive legislation regarding C Corporations.  By 
adopting more encouraging and competitive legislation, the U.S. government may be able 
to retain profits in country, which even when taxed at a lower rate, may increase the 
amount of tax revenue.  It was stated in this paper that corporations have a duty to their 
shareholders, but it can be argued that the United States government also has a 
responsibility to its citizens and corporations to maintain an environment that is 
comparably equal to other countries.  It seems that tax reform should be a high priority 
for the U.S. government or else face the risk of losing even more to offshore accounts. 
 
 
 
 
 
 
 
 
 
 
 
 
 
Appendix I 
Stratasys Inc.: 2012 
  -3 -2 -1 0 1 2 
T/S Repurchased  -   -   -   -   -   -  
Total Div Paid  -   -   -   -   -   -  
Dividend / Share  -   -   -   -   -   -  
NI Before Taxes  6,182,272   13,835,338   31,352,364   18,510,000   (29,381,000)  (154,718,000) 
Tax Liability  2,066,001   4,465,794   10,726,000   9,687,000   (2,474,000)  (35,248,000) 
Net Income  4,116,271   9,369,544   20,626,364   8,823,000   (26,907,000)  (119,470,000) 
Effective Rate 33% 32% 34% 52%* 8% 23% 
Free Cash Flow  21,518,609   12,860,574   (33,215,141)  (13,581,000)  (5,910)  (49,768,000) 
FCF - T/S Repurch  21,518,609   12,860,574   (33,215,141)  (13,581,000)  (5,910)  (49,768,000) 
Incorporated in:  Delaware   Delaware   Delaware   Israel   Israel   Israel  
 
 
 
* Notes to the financial statements for fiscal year 2012 provided the following reconciliation. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Appendix I 
Weatherford International Ltd.: 2002 
  -3 -2 -1 0 1 2 
T/S Repurchased  4,226,000   322,000   200,000   2,703,000   2,619,000   1,236,000  
Total Div Paid  -     -     -     -     -     -    
Dividend / Share  -     -     -     -     -     -    
NI Before Taxes  28,284,000   71,275,000   338,587,000   (11,581,000)  199,515,000   430,747,000  
Tax Liability  8,477,000   32,933,000   123,048,000   (5,173,000)  51,608,000   92,672,000  
Net Income  (20,875,000)  (42,350,000)  214,651,000   (6,030,000)  143,352,000   330,146,000  
Effective Rate 30% 46% 36% 45% 26% 22% 
Free Cash Flow  219,236,000   99,090,000   30,560,000   192,611,000   (17,100,000)  38,208,000  
FCF - T/S Repurch  215,010,000   98,768,000   30,360,000   189,908,000   (19,719,000)  36,972,000  
Incorporated in:  Delaware   Delaware   Delaware   Bermuda   Bermuda   Bermuda  
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Eaton Corp.: 2012 
  -3 -2 -1 0 1 2 
T/S Repurchased  -     -     343,000,000   -     -     650,000,000  
Total Div Paid  334,000,000   363,000,000   462,000,000   512,000,000   796,000,000   929,000,000  
Dividend / Share  2.00   1.08   1.36   1.52   1.68   1.96  
NI Before Taxes  303,000,000   1,036,000,000   1,553,000,000   1,251,000,000   1,884,000,000   1,761,000,000  
Tax Liability  (82,000,000)  99,000,000   201,000,000   31,000,000   11,000,000   (42,000,000) 
Net Income  385,000,000   937,000,000   1,352,000,000   1,220,000,000   1,873,000,000   1,803,000,000  
Effective Rate -27% 10% 13% 2% 1% -2% 
Free Cash Flow  1,213,000,000   888,000,000   680,000,000   1,071,000,000   1,671,000,000   1,246,000,000  
FCF - T/S Repurch  1,213,000,000   888,000,000   337,000,000   1,071,000,000   1,671,000,000   596,000,000  
Incorporated in:  Ohio   Ohio   Ohio   Ireland   Ireland   Ireland  
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Everest Reinsurance Holdings, Inc.: 1999 
  -3 -2 -1 0 1 2 
T/S Repurchased  7,220,000   953,000   17,663,000   96,551,000   16,426,000   -    
Total Div Paid  6,067,000   8,076,000   10,077,000   11,620,000   11,008,000   -    
Dividend / Share  0.12   0.16   0.20   0.24   0.24   -    
NI Before Taxes  143,839,000   207,300,000   212,676,000   196,582,000   231,742,000   29,065,000  
Tax Liability  31,812,000   52,345,000   47,479,000   38,521,000   45,362,000   (9,185,000)* 
Net Income  112,027,000   154,955,000   165,197,000   158,061,000   186,380,000   38,250,000  
Effective Rate 22% 25% 22% 20% 20% -32% 
Free Cash Flow  413,953,000   376,389,000   183,317,000   203,436,000   89,964,000   303,772,000  
FCF - T/S Repurch  406,733,000   375,436,000   165,654,000   106,885,000   73,538,000   303,772,000  
Incorporated in:  Delaware   Delaware   Delaware   Bermuda   Bermuda   Bermuda  
 
 
 
* Notes to the financial statements for fiscal year 2001 attribute the tax benefit to the “impact of losses relating to the September 11 
attacks, the Enron bankruptcy and realized capital losses recognized in 2001, which reduced taxable income, partially offset by the 
impact of income tax expense relating to the non-recurring receipt of shares in connection with a former client’s demutualization”. 
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Rowan Companies PLC: 2012 
  -3 -2 -1 0 1 2 
T/S Repurchased  -     -     125,013,000   -     -     -    
Total Div Paid  -     -     -     -     -     37,695,000  
Dividend / Share  -     -     -     -     -     0.31  
NI Before Taxes  447,518,000   359,535,000   130,080,000   183,470,000   261,239,000   (269,607,000) 
Tax Liability  119,186,000   91,934,000   (5,659,000)*  (19,829,000)*  8,663,000   (150,732,000) 
Net Income  328,332,000   267,601,000   135,739,000   203,299,000   252,576,000   (118,875,000) 
Effective Rate 27% 26% -4% -11% 3% 56%** 
Free Cash Flow  (22,289,000)  17,602,000   (1,422,995)  (291,547,000)  15,865,000   (1,535,268,000) 
FCF - T/S Repurch  (22,289,000)  17,602,000   (126,435,995)  (291,547,000)  15,865,000   (1,535,268,000) 
Incorporated in:  Delaware   Delaware   Delaware   England/Wales   England/Wales   England/Wales  
 
 
 
* Notes to the financial statements for fiscal years 2011 and 2012 attribute the tax benefits “in part to the amortization of benefits 
related to outbounding certain rigs to our non-U.S. subsidiaries in prior years, and with respect to 2012, the implementation of tax 
planning strategies with regard to capitalized interest.  Also impacting taxes in 2012 and 2011 were the removal of the Company’s 
manufacturing and land drilling operations, whose earnings were subject to a 35% U.S. statutory rate, and a significant proportion of 
income earned in lower-tax jurisdictions. 
 
** The effective rate for fiscal year 2014 is a “high positive” because of the net loss before taxes combined with the tax benefit.  Notes 
to the financial statements say that the benefit was “primarily due to the acceleration of previously deferred intercompany gains and 
losses associated with impaired assets, the amortization of deferred intercompany gains and losses related to outbounding certain U.S.-
owned rigs to our non-U.S. subsidiaries in prior years, and the settlement agreement reached with the U.S. Internal Revenue Service in 
September 2014”. 
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Ingersoll-Rand Company Ltd.: 2001 
  -3 -2 -1 0 1 2 
T/S Repurchased  106,400,000   205,800,000   121,300,000   72,500,000   -     355,900,000  
Total Div Paid  98,300,000   105,300,000   109,800,000   113,100,000   123,200,000   152,600,000  
Dividend / Share  0.60   0.64   0.68   0.70   0.73   0.89  
NI Before Taxes  706,200,000   844,800,000   830,600,000   130,000,000   383,100,000   687,700,000  
Tax Liability  250,700,000   299,900,000   284,400,000   (50,000,000)*  17,500,000   94,200,000  
Net Income  455,500,000   544,900,000   546,200,000   180,000,000   365,600,000   593,500,000  
Effective Rate 35% 35% 34% -38% 5% 14% 
Free Cash Flow  678,000,000   646,000,000   535,700,000   401,000,000   379,800,000   39,100,000  
FCF - T/S Repurch  571,600,000   440,200,000   414,400,000   328,500,000   379,800,000   (316,800,000) 
Incorporated in:  New Jersey   New Jersey   New Jersey   Bermuda   Bermuda   Bermuda  
 
 
 
* Notes to the financial statements for fiscal year 2001 attribute the tax benefit to the reincorporation in Bermuda and “a one time tax 
benefit of $59.8 million related to the utilitization of previously limited foreign tax credits and net operating loss carryforwards in 
certain non-U.S. jurisdictions. …Also in 2001, the company realized a benefit of approximately $18.5 million related to prior year 
foreign sales corporation benefits”. 
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Xoma Ltd.: 1998 
  -3 -2 -1 0 1 2 
T/S Repurchased  -     -     -     -     -     -    
Total Div Paid  -     -     -     -     -     -    
Dividend / Share  -     -     -     -     -     -    
NI Before Taxes  (26,304,000)  (28,222,000)  (17,169,000)  (47,839,000)  (45,173,000)  (29,416,000) 
Tax Liability  -     -     -     -     -     -    
Net Income  (26,304,000)  (28,222,000)  (17,169,000)  (47,839,000)  (45,173,000)  (29,416,000) 
Effective Rate 0%* 0% 0% 0% 0% 0% 
Free Cash Flow  24,291,000   21,375,000   10,467,000   (38,631,000)  46,580,000   21,642,000  
FCF - T/S Repurch  24,291,000   21,375,000   10,467,000   (38,631,000)  46,580,000   21,642,000  
Incorporated in:  Delaware   Delaware   Delaware   Bermuda   Bermuda   Bermuda  
 
 
 
* Notes to the financial statements for the fiscal years provided state that the 0% effective tax rate is attributed to federal and state net 
operating loss carryforwards and R&D and other credit carryforwards. 
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White Mountains Insurance Group, Ltd.: 1999 
  -3 -2 -1 0 1 2 
T/S Repurchased  66,300,000   103,700,000   19,800,000   139,500,000   8,800,000   1,900,000  
Total Div Paid  5,900,000   5,300,000   13,100,000   8,800,000   7,100,000   5,900,000  
Dividend / Share  5.90   0.81   2.13   1.56   1.20   1.93  
NI Before Taxes  27,500,000   78,400,000   130,000,000   161,500,000   355,400,000   (422,200,000) 
Tax Liability  18,900,000   29,400,000   47,800,000   53,100,000   42,500,000   (174,300,000) 
Net Income  8,600,000   49,000,000   82,200,000   108,400,000   312,900,000   (247,900,000) 
Effective Rate 69% 38% 37% 33% 12% 41%* 
Free Cash Flow  181,000,000   109,900,000   23,400,000   207,300,000   113,000,000   293,000,000  
FCF - T/S Repurch  114,700,000   6,200,000   3,600,000   67,800,000   104,200,000   291,100,000  
Incorporated in:  Delaware   Delaware   Delaware   Bermuda   Bermuda   Bermuda  
 
 
 
* Notes to the financial statements for fiscal year 2001 state that the effective rate for the period was higher than the 35% statutory rate 
“primarily as a result of the effects of deferred credit amortization”. 
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Tyco International Ltd.: 1997 
  -3 -2 -1 0 1 2 
T/S Repurchased  -     -     -     227,700,000   305,900,000   192,300,000  
Total Div Paid  300,000   4,800,000   21,400,000   2,600,000   283,900,000   637,800,000  
Dividend / Share  0.00   0.03   0.16   0.002   0.18   0.39  
NI Before Taxes  117,500,000   59,100,000   (708,500,000)  (589,800,000)  1,702,800,000   1,651,200,000  
Tax Liability  34,900,000   28,100,000   (21,800,000)  (187,000,000)  534,200,000   620,200,000  
Net Income  82,600,000   31,000,000   (686,700,000)  (776,800,000)  1,168,600,000   1,031,000,000  
Effective Rate 30% 48% 3% 32% 31% 38% 
Free Cash Flow  80,500,000   11,200,000   (35,700,000)  1,917,300,000   964,300,000   512,600,000  
FCF - T/S Repurch  80,500,000   11,200,000   (35,700,000)  1,689,600,000   658,400,000   320,300,000  
Incorporated in:  New Jersey   New Jersey   New Jersey   Bermuda   Bermuda   Bermuda  
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Transocean: 1999 
  -3 -2 -1 0 1 2 
T/S Repurchased  -     -     -     -     -     -    
Total Div Paid  -     -     -     -     25,300,000   38,200,000  
Dividend / Share  -     -     -     -     0.12   0.12  
NI Before Taxes  119,700,000   294,000,000   284,100,000   49,300,000   144,400,000   360,500,000  
Tax Liability  (60,400,000)  (21,100,000)  60,800,000   (9,300,000)*  36,700,000   85,700,000  
Net Income  180,100,000   315,100,000   223,300,000   58,600,000   107,700,000   274,800,000  
Effective Rate -50% -7% 21% -19% 25% 24% 
Free Cash Flow  20,900,000   (221,000,000)  (379,700,000)  (296,400,000)  (378,800,000)  60,600,000  
FCF - T/S Repurch  20,900,000   (221,000,000)  (379,700,000)  (296,400,000)  (378,800,000)  60,600,000  
Incorporated in:  Delaware   Delaware   Delaware   Switzerland   Switzerland   Switzerland  
 
 
 
* Notes to the financial statements for fiscal year 1999 attribute the tax benefit to “charges for potential legal claims and additional 
U.K. tax loss carryforwards for which no valuation allowance was provided as well as the adjustment of U.K. tax loss carryforwards 
for prior years”. 
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Argo Group International Holdings, Ltd.: 2007 
  -3 -2 -1 0 1 2 
T/S Repurchased  -     -     -     -     5,100,000   -    
Total Div Paid  -     -     -     57,100,000   -     -    
Dividend / Share  -     -     -     2.25   -     -    
NI Before Taxes  60,700,000   81,500,000   163,000,000   119,800,000   86,400,000   142,400,000  
Tax Liability  (11,100,000)  1,000,000   57,000,000   42,300,000   23,500,000   24,900,000  
Net Income  71,800,000   80,500,000   106,000,000   77,500,000   62,900,000   117,500,000  
Effective Rate -18% 1% 35% 35% 27% 17% 
Free Cash Flow  77,000,000   311,200,000   293,700,000   159,500,000   108,100,000   278,800,000  
FCF - T/S Repurch  77,000,000   311,200,000   293,700,000   159,500,000   103,000,000   278,800,000  
Incorporated in:  Delaware   Delaware   Delaware   Bermuda   Bermuda   Bermuda  
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Arch Capital Group Ltd.: 2000 
  -3 -2 -1 0 1 2 
T/S Repurchased  198,000   86,000   103,000   59,415,000   48,000   -    
Total Div Paid  -     -     -     -     -     -    
Dividend / Share  -     -     -     -     -     -    
NI Before Taxes  1,893,000   4,462,000   (52,231,000)  503,000   24,144,000   54,540,000  
Tax Liability  (338,000)  235,000   (19,557,000)  8,515,000   2,128,000   (556,000) 
Net Income  2,231,000   4,227,000   (32,674,000)  (8,012,000)  22,016,000   55,096,000  
Effective Rate -18% 5% 37% 1693%* 9% -1% 
Free Cash Flow  48,128,000   68,254,000   7,208,000   2,629,000   (11,940,000)  651,342,000  
FCF - T/S Repurch  47,930,000   68,168,000   7,105,000   (56,786,000)  (11,988,000)  651,342,000  
Incorporated in:  Delaware   Delaware   Delaware   Bermuda   Bermuda   Bermuda  
 
 
 
* Notes to the financial statements for fiscal year 2000 state that the high effective tax rate is such because of “charge to establish a 
valuation allowance of $5.7 million that adjusted our deferred income tax asset to its estimate realizable value.  Income tax expense 
for 2000 also included the write-off of certain deferred assets in the amount of $3 million in connection with our change of legal 
domicile to Bermuda”. 
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Aon PLC: 2012 
  -3 -2 -1 0 1 2 
T/S Repurchased  590,000,000   250,000,000   828,000,000   1,125,000,000   1,102,000,000   2,250,000,000  
Total Div Paid  165,000,000   175,000,000   200,000,000   204,000,000   212,000,000   273,000,000  
Dividend / Share  0.60   0.60   0.60   0.62   0.68   0.92  
NI Before Taxes  949,000,000   1,059,000,000   1,384,000,000   1,380,000,000   1,538,000,000   1,765,000,000  
Tax Liability  268,000,000   300,000,000   378,000,000   360,000,000   390,000,000   334,000,000  
Net Income  681,000,000   759,000,000   1,006,000,000   1,020,000,000   1,148,000,000   1,431,000,000  
Effective Rate 28% 28% 27% 26% 25% 19% 
Free Cash Flow  235,000,000   607,000,000   777,000,000   1,150,000,000   1,404,000,000   1,386,000,000  
FCF - T/S Repurch  (355,000,000)  357,000,000   (51,000,000)  25,000,000   302,000,000   (864,000,000) 
Incorporated in:  Delaware   Delaware   Delaware   England/Wales   England/Wales   England/Wales  
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